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the econzuitle sdvantese of further relexation, primerily in the form
of lmreassal produativity and reduced absentleeism from workers
free to choose their own tracea. It would be posseible to contrent
tho waste of allocating lsbor by direct control with the efficiency
of an incentives systen both mongtary and noo-RORALEry.

Tha Balenge of the Econcey
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econamic effort among egetors of the econsay other than baavy
{ndspty, svay froa exgbasis on war industry.

8{tmmtion: Bovies ecomumic policy since Lemin hss evinced a eingle-
minded prececupation vwith the primecy of hsavy industry end has
provided for furced-draft growth in this soctor at the oxpense of
lightt industry, sgriculture, housing and generally of cousumsr
welferw. Ihes wiile boavy industry watil 1957 bas bosn sotilng
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Introduction

dJust o3 Me. Khrushchev's secret speech to the 20th Party Congress
introduced a radical new element into the process of political de-
Stalinization, so his current program for reforming the economic
administration of the 3Soviet Union marks a potentisily radical change
in the process of economie de-Sislinizetion. Mr. Karushehev's regtonal
administration of industry expllicitly recognizes that the very sactsss
of Stalin's foresd draft industrielization makes it virtuslly fumpussible
to continue to plan all the details of the world's second largest economy
from Moscow. As the complexity and zize of the econony lucreaces there
is an evor growing need to draw a sharper distinction betwecn those
declslons which pertaln {to detaill and those decisions which dctermine
basic policy, and having drawn the distinetion, to delegate pover to
make dacisions about detail Tar wore widely than 1n Stalin’s time.
There is also a growing recopnition smong Soviet economic administrators
that the messures of economic mctivity used in the day to dey ~peration
of the economy are too crude and have bscoms too numercus. During most
of Btalin'g 1ife there was much justification for trying to measure
averything In physieal units while constantly expanding the number of
cuiplex and guelitative messures of sconomic activity for which the
plant wneger must be responsible. Stslin's economic administration,
1ike his political sdminisiration, smphmsied the stick at the expense of
the carrct and placed very narrow limits upon the exerciu: of initiative
at the lower levels. The posi~Stalin leadership has been reasonably
consistent in attempting to cucoursge initiative, give 1t some rcom in
which to work, and to push coercion into the beckground while inereasing
material incentives to wvorkers, pessmnis, snd managers.

In addition to these chasnges in attituwde and wethods of operation
at the ofTicial level, there have besn some Daint stirrings among
acadenic zeonomists of the need for more sconomic democracy in the
distribution »f the economic product among various social uses.
Discussions among tbe acadewic econcmists hove centered arcund the
funetions o1 the variocus pricing systems and the consequences of pricing
problems. Official circles have given litile or no hint of their
attitude ay yet but important problems of price poldcy arising from the
reorgenization of economic administration will nscesgitete an officlal
review of pricegystiems and price policies in the near future,

The new scheme for regilonal administration of the econcmy is a
remarkebly bare skeleton at this point. It is intended tc eliminate
excessive centralization, simplify operatlomal procedures, and
encoursge initiative. But there seews to have been very little thought
of exactly hov the new regilonal system iz going to do these things,
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exactly vhat changes in procedure will tske place, what will be
eliminated, whal copbined snd simplified, and so on. It is anecessary,
therefore, ¢ cxamine the principal problems areas of economic
administration vhich seem to be facing the USSR cconomy at three levels,
the plant wensger, the new ecomomice couneil, and finally, the central
plenning crgens., The problen awess are wore or less common to gll
thres levels of administraticn, but are perticularly acute Icor the
plant managers and the regilonsl economic councils. First, there is
the problem of the mesasures Of economie activity: cshould the
prineipal emphasis be placed upon meximizing the growth of output

in terms of physiecsd quantities, in value terms, or an the growth of
labor productivity, or on redueticn in productiom eosts, or upon
technological progress? 3Secondly, there is & crying need for more
resiistic planning: how to insure that the over-sll plens sre
consistent with the resources -- labor, materials, capital zquipment -~
actually available? Thirdly, mensgerial initiative should be encoursged
with more flexible pricing policies end more llberal distribution of
profits. Fioally, thers 1s the general problem of extending the
deeizion mesking authority of the lower echelons, but particularly in
regerd to the level of inventories, wage policies, and bhousing for
plant workers.

The objective of this paper is to ocutline some specifiic sclutions
to these problems at all three levels of economic administrstion.

=
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I. The Plant Mauagor.

The Joviet plsnt mensger lz bedeviled by numerous eriteris vhich
hiz periormsnce rust satisfly. 3ome of these criterie ere very crude,
some are very complex, and in practice all are often mutuelly incon-
sistent. Uniike s capitalisi mansger vhose primary responsibility
is to weke 2 profif, the primary obligation of the Sovielt mensyer
historically has been to Fulfill the plan for output in tons (or
unita) of hie priority product {or products). As the economy hos
grown in slze and complexity other criterla have increased in
importance, He iz alse expected to fulfd4ll his plan in terms of value
of producticn, and i1 he wants 2 bonus from higher authoritles, to
excesd the plan for gross velue of production. Great pressure is
exerted 1o reduce production coets, the extent to which the manager
succeeds in mesting the target for culting costs ususlly deternining
success or fallure of the proiiis plan vwhich in turn determines how
much profits will be retained by the plant for bonuses and worker
smenities. Ag lebor has become scarce in recent years the emphesis
placed wpon meeting the plannet goals for lebor productiviiy has
increased. Targets fur technclogical innovetion snd improved quallty
of product slzo have begen added to the many goals which the menager
muat attempt to reach.

In addition to this welter of criteria, the mansger is often the
victim of certain instltutional practices and mental habits of the
higher anthorities. The mensger constently {inds that the higher
authoritles have revised his production plan upwerd with less than &
proporticnate dncrease in inputs, or they have reduced hls allocations
of meteriel without an equal reducticn in his output obligetions.
fnother procitice is to reduce plawt inventorles of scarce materilals
belovw ths minimm level to cope with normal supply contingencies.

To the suthorities in Moscow all this represents the legltimats end
necegsary 'mobilizetion of internsl reserves”. The managers view it
somewhat differently.

The various criteris imposed upon the mansgers often are conflicting.
It is not unusual for a product that is difficult to produce io have a
lover rate of profit thaxn one that i easier to produce. In order 1o
fulfill the plens for coet reductlon and profit the mansger is tempited
to overfuliill the plan for the easier product although this usually
means thet oubput of the product which is more difficult to produce will
fall short of the goal., In thie case the memager will be revarded for
doing well on the besis of the finencial criteris but st the some tlme
censured because the Tinal product mix (in physical units) diflered
from the plan. Ancother source of mensgerisl ushappiness with the present
system is the wide dizcrepancies beiween the lebor inputs and the prices
of various commotiities. Many mensgers feel that in a Merxist sconomy the
prices of various products should have 8 close correlation with the labor
inputs dn the producis.

w
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There are & number of things which could be done to simblily the
criteris, remove the worst conflicts, and make the vhole system of
economic accounting promote more efficient use of resources. Filret,
the overall performance of the individusl plent should be evalusted
srimarily on the basis of a single criterion. Other measures of plant
cutput and efficlency should be collected primarily for informctional
ourposes. The most logicel single criterion is labor productivity
defined e the ratio of labor inputs to the net product of the lant.
All other criteria should be subordinated to this and the slant
account ing system should be reformed so that the mensgers and officisls
of the economic councils will be provided with the appropriate dets.

For plunning and sccounting purposes output goals for the plant
under such u regline would not be steted -- as st present -- in terms
of »roms value and in tewwms of a list of productes in physical units,
but rether solely in tewms of ned weoduct, 1.e., the sum of weges,
smortization and profits. Lebor productivity would be determined
anclogously to present nethods, L.e., dividing net product by the number
of man hours expended in sroduction. The nonagers' Job would be to
noxilnize the growith of lsbor sroductivity. Urowth of labor productivity
would be the primary basis for planning, for judgzing the performance
of =ach plant, snd for paying bonuses to the uanagers, engineers, and
technical persomnel, and leading workers.

Corresnounding changes in pricing policy will be necessary 1ff prices
are to reflect the soclally necessary amount of iabor time vequired to
produce each product. The noint of departure for setting the . rice of
one sroduct relative to all others should be the value of the wages
seid in producing it. Thus the price of @ machine tool comared to
the vrice of a truck shopld be deternined orimarily by the relative
value of the wage peyuments required to produce them.

The rate of profit should refiect the relabtive scarcity, snd hence
the amount of legbor time that can justifisbly be allocated, to the
production of verious products. Under the present system the cenitral
planners often decide that product & has s higher production ;riority
than product B, and order thes lant usneger to produce A :nther than B.
As often as not, bowever, the profit rote on product A is lower than
on product B.  The menagers find themselves in the unenviable position
of being told to modify thelr nroduction urogram in o manner that threatens
their value of production and profit plans, and hence threatens their
bonuses ne well as housing ond cultural amenities for the workers.

And the srices of various products are a nost unrelisble neassure of their
relative scarcity. HMany examples of this sort of thing appear in
Soviet iiterature.

adpparently 1t is quite comon place for the Ministry of Trade to
reguest that the outpub of comnodity X be increased in response to
groving consumer demands without regard to the fact that the jrofit
margin in the wholesale price of product X may be much lower than for
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sroduct Y. An exaniio of this sort of thing in heavy industry on en

industry wide basis 18 provided by the coal industry during the lmst

three years. I seens thet beginning in 1954 the central plamers

distovered that they had grossly widerestinated coal requirements

and increased the production nlans accordingly. Resource allocatlons,

howewver , were not increased accordingly end the strain on the coal

industry to meet the production roels was reflected in rising costs,

and hence in lowered nrofit rates because vholesale srices were held

at the same level. In 195C vhen coal was in the extremely short

suoply the roduttion of coal becmne umurof itoble! Meanvhile the

netrolew: [ndustry :me not only exceeding production soels but was

even providing o swrplus for oxport. But the orofit zmecsin continned

culte high. Cbvicusly the price of cosl reiabive to the s of

setroiewl provided no reascnable suide to the potigd volue of the ilaboy

expended in the production of each. Furtheruore, the nanngers in the

coel industry could not be ssid to be working less ef'fiviently then

their brothers in the petrolew industry, considering what wms being

demanded of the coel industry and the inadequate resources alicugted to it.
Such ancnslies would be climinsted by a price systen based or imarily

upon the value of labor injuts inte production with frequent adjustment

in the cate of profit to reflect the relative scarcity of variocus goods

in the evenomy. This pricing policy would also eliminate the unjust

burden and loss of waterial rewards to the managers and workers ceught

it the sgueezc between changing priovities without corresponding changes

in prices, vwhich is se charscteristic of the present syaten.

Another desirable change would be to make a more reallstic
ad justment to the fact thet the cost of producing & particular product
varies vwidely among indlviduasl plants. When seibting a uniform wholesale
wrlce the central planners currently use the average cost of & mummber
of more elficient jlante whose costs are below the aversge cost of all
slants producing the product. This is unreslistic and places an unjust
burden upon the mansgers who operate technologically bachiward plants and
who reelly cannot cut their costs to the level of the plants with new
technology. Consequently, industrial profits slmost invar iably fail
well short of the plan and e great deal of useless tension is created.
Simply shifting the basls for price setting to the average cost of all
pients producing the product would eliminate the problem

In addition to these changes in pricing policy the decislon making
authority of the plant mansgers should be broadened ln other respects
Lf the mansgers are to be given the capability to really exercise thelir
initiative. Al present tinme about 90 percent of the orofits are taxed
into the state budget. AL least 50 vercent of the profits should be
retelned by the olant ~onagers for financing plant expension snd for
housing and other facilities for the workers. Such a policy would promcte

”‘!6.!

Approved For Release 2001/08/Q8- CIA-RDP79T01049A001700280002-1




- Approved For Release 2001/08/08 : CIA-RDP79T01049A001700280002-1

t

the growth of lasbor product ivity by ineveasing the effectiveness of
capital investment and by stimulating the materisl self- interest of

the workers. Capltal investment would be more effactive because more
investment woild be channelied into the most efficient plants.
Furthervore, the individusl plant monager usually Is in = better
position than the centifal olammers £o Judge where & [iven amount of
capital Investment will yield the largest snd most rapid retuwmn.

The materinl self-interest of the workers wiil be rpised vhen they

know that half the profits wili be divided between ney aachinery for
their plant ond cash bonuses, housing, clubs, creclica, et.. For their use.
Labor produstivity should srow capidly as e result of suuh ssterial incentives.

‘nother area in crying need of reform is the matter of inventory
policy. Historieslly, the central authorities by means of various
financial and administrative controls have Zept plant inventories of
<ey waterials at extremely low levels, a Tew doys supply at most., A4s =
result even ainor failures n the transport system or short delays in
the shizment of materials frou other plants Jrcduce work stoppages,
which in turn cause stoppages at other plants. It's s vicious circle.
Steel production is slowed by lack of coke or iron ore, machinery
output falls behind schedule for lack of steel ; investment _rojects
are retarded for lack of machinery, and Pravda publishes & strong
editorial sgainst "non-rhythmi~" production and irresponsibility In
fulfilling contractual oblisationa! Meanwhile, the real culprits,
the central planners vho will not trust the plant managers with sufficient
inventories, gc on creating new problems by exposing’ some manager
who has a ten days supply of stecli on hand! Obvicusly every msjor
plant should be permitted to hoid a 30 to 60 day supnly of vital meterisls,
such as fuels, metals, tivber, cement, and the like.

This leads to the Tinal point (for the vurposes of this uaper) on
needed changes in the status of the plant mangger, nsnely, he should not
be regarded with suspicion and should have more safeguards against
arbitrary decisions by higher authority. Juet as the plant wanager should
be trusted with larger inventories, he should be induced instead of
coerced into getting the wost production out of his plant. Too of'ten
the higher authority looks nt the maensger se one who 1g hiding the
"internal (production) reserves" which must be "exposed” by sdiz.nistrative
inspection and surveillance. Ususlly the " internal reserves ore aimply
insurance against failures in the supply systenm aggrevated by inadequate
wnventories, Or the manager may be not meking the maximu: effort hecause
of ‘ack of ademete incentives, or the endless red tape end even suspicion
involved in « sigple proposal to change the plan after 1t hes been
approved. Or the mensger neay go to bed with production of his mroducts
going nicely and wake up te find a telegram From Moscow ~nnouncing that
aidgets now have the top priovity and the productiom of widgets should
cease ot once! Or worse yet, in addition to his existing rroduction
obligations he is required to produce vet ancther product with no additional
capital investment, just rore materials -- likely to be delivered iate --
vnd posglibly some wore workers. No wonder the mansgers like to keep
“igternsl regeives handy in the for of some unused fLoor space, & few
unused or under-utili.ed rechine tools, end naybe some extra workers.

-7 -
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II. The Regional Econqﬁic Counecils.

In order to administsr the broad renge of economic activity in
the regloms and to do 4t with initistive, the economic councils will
require all of the decision making suthority of the former ministries
snd more. The task of the councils will be much more complex than the
ministries; instead of 2 1limited group of products they will have to
enpa with the producticn sndt distribution of nlwmost everylbing produced
in ¢ modern econcmy. And if the etficiency poasible through on-the-spot
decisionz s Lo be realized, the authority uneeded to make the declsions
must be delegated to the councils. The principsl areas in which the
authority of the cconomic councile shouwld be very broed are: allocotion
of matericl supplles, pricing pelicy, snd lnvestment decisions,

The nev regional system of ecohomic administration cen hardly operate
effactively until the control of material allocations is taken from
Gosplan and delegatedt to the regional councils. The regional councils
pust have the right fo decide what the msteriel input-ocutput ratios (“norms’)
should be [or the produets of their reglon, and the decision should be
made on the basis of the saverasge ilnputs of meterial per unit of output.
The present system of setting the input-cutput ratios on the basls of
the most eificient producers is unrealistic and should be discarded.

Given these decisions, the counecils can then allocate the materiel
supplies aveng the vorious producing units, and cen do it more efficlently
than someons sitting in Moscow. Furthermore, the councils shouldd make

the general decisions on invemtory policies for the plant: cuborainate

to them end maints n a reserve inventory of fuels, mefals, etu. Jor
unforesaen conbipgencics. The rvole of Gosplan in Moscow should be
limited to coordinating material distribution and collecting Informstion
for long renge Beteriel balancss required for plenning five o ten

yesrs in the future. Current operavionel declsions should be lett to

the escunomic councils,

The economic councils should have the authority to set wholesale
prices for factories according to the principles set forth in the section
(sbove} on the plant mansgers problems. Hot only should the councils set
the wholesale prices for the products produced im their repion, they slsc
should set the retail prices of consumer goods produced and sold in the
area. Indeed 1t 4 in the field ol establishing & close relationship
batwesn the retail snd wholessle price of consumer gooxda that the
eouncils face one of their most important tasks: to iotroduce economic
democracy into the distribution of coensumer goods. Urdey the present
system & rise in demand for a particular consumer item 1u usuelly
reflscted Tirst in the appeerance of queues. Sometimes that is ull that
happens for it requires sn Independenc administrative aseision on the part
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of the retaill trsde urpans to take cognizance of the {act that people
are standing In line weiting 1o buy the item, snd that consequently

the producing organizetions should be ssked to atep up cutput. However,
this requires ancther independent vecision by the producing cryans,

the Council of Ministers, and Gosplan, because do all Ilikellhoot incresse
in consimer demand was not envissged in the original plen, suod changing
the plan reguires s high level, coordloaist; decdsion. The regional
couwncils chould direct the rebeil trods opgans to Incersose the orders
sutomatically for any consumer ttem which sgpesrs in short mypply, end
the producing plants to meke the appropriete chenges In thelr production
plang immediately. To stimulete prompt rescticn to the {rade orygang
request Tor additionsl supplies, they shoudd offer the produccrs an
appropriate bonus on the vholesale price until supply of the item

has locreased sulficlontly to satisfy demand. The producing plant
would gise pay 8 bonus for the necossbry inputs. Until there is an
awtomatic shift of resources to lucresse production of consumer ilems
for which demend iz rising, and until the price of {hese rescurces
reflect their enhanced sociaml velue, the Boviet cinsumer will not

enjoy the fruits of econamie demoeracy. To glve sconomic voting power
to the consumer ruble should be one of the first priority tasks of

the regionsl coonomic councils.

Just sa the plants should retain helf of the profits fur invesiment,
housing, and bonuses, the economic councils should retaln the other half
for construction of mevw plants and housing in the regions. The income
Prop the turnover tax would remsin centralized and would be more than
sutficiont {durin; peacetime) to psy for defense expenditures end
certain long range investment projects -- 2.g. the Siberian hydro-
electric projects -- which cannot be financed by the ecunomic council
resources slone. This financial arrangzoement would promotc more
efficient usc of investment resources, and hepce stimudete the growih
of lsbor productivity. The scunomiv couneils slso would have s direct
stake in the efficient operation of their subordinate plants.
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III. 'The Central Plemning Orgens.

The most important thing the central planning organs snd the Counecil
of Ministers in Moscow gan contridute du the suecesz of the regicosl
administration of industry is = chamge of atiltude. Hoscow must learn
to coordinste and assist rather then coerce. Moscow must delegste to
the regional economic councils and to the plant wmensrcers the authority
to make deciszions concerning the dlsposition of economic resources.
Hitherto the lower echelens have borne most of the reoponsibility for
the production progrem while the central authorities disposcd of the
rescurces. Moscow must cease to meke unrsasoneble demends for production
beyond the capacity of ihe plants' on the specious grounds of "mobilizing
internal reserves". It was precisely this kind of "pleaning” on the part
of ihe center that led to the current revisisn of the Sixth Filve-Year Plan
and o the extreme shoriage of fuels,; metals, and building meterisls
currently plagulng the Soviet econungy.

Other brosd chunges in planning poliecies should be studied by the
centrel plammars. It hes been obvicus for meny years that the plamners
working on iovestment projects peeded some guide to the cholee of
alternetives. DOver the years a number of soviet economists have
proposed B reascnsble soluticn in the form of & "eoefficiznt i ellcctivensss®,
1.2, 8 rete of return oveptime on the initial investment as a gulde to
choosing investment alternstive. 3o fer these proposals have all been
rejected, principaily on the basis of ill-founded ideological arguments
that the coef{icients vere too similer to capitalist intercat. At the
seme time 1t does nppesr that the use of “ecoefficients of effectiveness”
has been tolersied in practice in many project planning organizations.

Just as it hes been officially recognized since Stalin's death that
technologlcal chaolescence vxists under Soviet socialiocm ss well es under
capitalism, so it should be recognized thet raticsal investment planning
i& impossible without & uniform guite in the form of e rate of return
overtime to investment choiess. ¥Working out a uwniform investment cholce
criterdia for industry, transport, and agriculture shoult be cne of the most
wrgent tasks of the USSR Gosplan.

Considereation also should be given at the highest level to the priblenm

of brimglng consumer goods and producer goods prices imte w relationship
that corresponds to their respective goceial velues. In recept months u
zreat mony Soviel economists have admltted that the prices of consumer
goods ore well sbove their social value -« principally because i the

— turnover tox which often sceounts for T0-80 percent of the retail price --
while the prices of producers goods are well under their real sceeial value.
It iz clear thaet retail prices should be lowered while the vholesals
prices of producer goods should be inereased. But bow much to lover the
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vne and raise the other is virtually impossible to determine under

present Soviet pricing policies. The only way the centrel asuthorities

tan srrive at a reasonsble spproximation of the relative chenges required

is too give the conswmer rdble an econcmic vote as suggssted ebove.

If an increage in consumer Somand is allowed o automaticaelly call forth

en Increase in cutput and it the incrense in output of the item iz accompanied
by bigher prices fur the capital mnterisl and labor reguired t: pruduce

it, then the central plammers will be in & position to mesaure the relative
soclal value of producer and consumer goods.

In genersl, the sucecess of the new system on econonic administraticon
depends upon two things. TFirst the plant manegers and economic councils
must be delegated broad dscision making povers commensurste with their
responsibilities. Secondly, economic demacracy must be introduced by
glving consumer purchesing power & direct and immediate viote in ihe
allocation of ceconomic rezources.
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